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Introduction

Mexico

Taxation in Mexico is part of a series that presents information on
taxation in various countries of the world. The book is intended to
supply information of a general character regarding taxation in
Mexico for use as background when considering the conduct of business in that country. Specific questions should be answered by
reference to the laws and regulations of the country and by consultation with professional advisors in the light of the particular
circumstances.
Taxation in Mexico is published in two forms: in a loose-leaf edition
and as a bound book. Only the loose-leaf edition may be supplemented
or revised. These supplements will appear on blue-colored sheets
inserted at the end of the book. These supplementary pages will be
keyed to the original text by chapter and section number and should
always be read in connection with the original text. In addition,
revised information may be presented on pages inserted in the basic
text to replace original pages. Revisions of this type are indicated
by a date that appears on the bottom of each replacement page.
Rules governing taxation are subject to change and reinterpretation,
in many cases with little or no advance notice. The information in this
book is based on material available to Deloitte Haskins & Sells as of
February 1980.
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The Tax System
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Chapter 1

Mexico

Tax Legislation
and Administration
1.01 Enactment of Tax Legislation
Mexico is a federal republic consisting of 31 states and a Federal
District (Mexico City), which is the national capital. The federal government of Mexico has three branches (legislative, executive, and
judicial), and each has a role in taxation.
Federal tax law is enacted by the Congress, which comprises a Senate
and a Chamber of Deputies, the members of which are elected by
direct vote of the people. There are two senators for each state and
two for the Federal District. The number of deputies for a state is
proportionate to the number of people in the state.
The executive branch of the government recommends legislation to
the Congress. After laws have been enacted, they are administered by
the executive branch (1.02) and interpreted at law by the judicial
branch (1.03) of the government.
The federal constitution gives Congress power to legislate in the
national interest and in all matters affecting the Federal District; to
levy certain taxes on imports and exports, production, and transactions;and, in general, to impose the taxes needed to satisfy the
federal government's financial requirements. Asa result, the major
taxes in Mexico are formulated and adopted by the federal government, and include taxes on income, value added tax, duties on import
and export of commodities, production taxes on the use and exploitation of natural resources, tax on transfer of real property, taxes on the
value of certain products and services, and payroll taxes.
Congress meets in regular session during the last four months of
the calendar year, which also is the federal government's fiscal year.
Among other duties, the Congress then receives the President's
annual budget proposal; studies, revises, and approves it; and writes
an annual revenue law for the following calendar year.
Revenue laws originate in the Chamber of Deputies and when passed
by both houses of Congress are sent to the President for approval.
An affirmative vote of two-thirds of both houses of Congress may
override any presidential veto.
Enacted tax legislation is made known, in accordance with a constitutional mandate, by publishing the text of the law and any amendments
in the Official Gazette (Diario Oficial), similar to the Federal
Register of the United States of America. Tax regulations that have
the effect of law are also published in the Official Gazette. To be
effective, any presidential decree relating to federal taxes must be
countersigned by an appropriate secretary or minister in the executive
branch of the government.

Deloitte Haskins & Sells

3

Mexico

The annual revenue law (Ley de Ingresos de la Federación) comprehends all sources of federal revenue for the coming calendar year.
A particular federal tax cannot be collected unless it is included,
directly or by reference, in the annual revenue law for that year.
The basic statute for income taxation is the Income Tax Law (Ley del
Impuesto sobre la Renta). Federal taxes other than those on income
are enacted by Congress in separate laws. These taxes are included,
generally by reference, in the annual revenue law discussed above.
The Fiscal Code (Código Fiscal) is a basic statute that sets forth
administrative and adjudicative procedures applicable in federal tax
matters, unless provisions of the Fiscal Code are otherwise superseded or modified by a particular tax law, such as the Income Tax Law.
Federal constitutional provisions require the federal government to
allocate certain excise-type taxes to the states and their local
governments. The federal government and the states may jointly
make tax agreements that permit the states to participate in certain
federal tax revenues, meanwhile forbidding the states to impose
similar taxes.
Each state has a one-house legislature that levies various taxes, in
relatively limited spheres, for purposes of the state and its local governments. The latter (Municipios) generally are without authority to
tax and, therefore, must look to the state, and to the federal government through the state, for a share of their tax revenues (1.04).
1.02 Ministry of Finance and Public Credit
Federal laws are administered by the appropriate ministries in the
executive branch of the government that have been given jurisdiction
by presidential designation or enabling legislation.
The Ministry of Finance and Public Credit is entrusted with national
fiscal affairs, deriving its authority from legislation relating to the
organization and operation of the Ministry and from particular legislation, generally supplemented by presidential decrees. In some instances, another ministry may participate in effecting parts of a tax
law; for example, the Ministry of National Patrimony and Industrial
Promotion and the Ministry of Commerce may join in granting tax
exemptions or incentives to new and/or essential industries or activities (2.06). In general, however, the Ministry of Finance and Public
Credit is responsible for the collection of federal taxes. This responsibility is delegated to various departments in the Ministry. Examinations of tax returns are the responsibility of the Tax Audit (4.03).
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The Ministry of Finance and Public Credit issues circulars and rulings
interpreting the tax laws and regulations. The circulars are published in the Official Gazette and may be of a general or special
application. Rulings are only applicable to the persons requesting
them. As there must be five similar and consecutive decisions of the
Supreme Court on a contested point before these decisions become
binding as a rule of law, it is the practice to request administrative
rulings on a questionable point. Generally, the taxpayer cannot rely on
court decisions, as, under Mexican law, court decisions are limited
to the parties to any litigation. In general, taxpayers do not appeal to a
Fiscal Court, unless all administrative remedies have been exhausted.
If the Director of Income Taxes doesn't answer a request for a
special ruling within 90 days, it is understood that the taxpayer's
request has been denied.
Taxpayers who do not agree with notices sent to them must file an
appeal for administrative reconsideration with the appropriate Tax
Director. The appeal may be filed through the Tax Assessing Delegation . The taxpayer may submit documents and expert opinions in
support of his position. The resolution must be issued by the Tax
Director. Taxpayers are usually required either to make a deposit or
to post a bond guaranteeing the payment of the tax and interest.
1.03 Judicial Review
The taxpayer generally must exhaust all administrative remedies
(1.02) before the Fiscal Court will take jurisdiction. An appeal to the
Fiscal Court must be filed within 15 days after the effective date of
the adverse decision on an appeal for administrative reconsideration.
If the taxpayer wishes to offer testimony of expert witnesses, he must
include in his appeal to the Fiscal Court a list of questions to be
answered by the expert witnesses. In reply, the tax authorities may
also offer testimony of expert witnesses and must also provide a list
of questions to be answered by these witnesses.
Further appeals to the District Courts and Supreme Court are usually
made under proceedings providing for judicial review when the
petitioner claims violation of the rights guaranteed him by the federal
constitution. As the litigation centers on the constitutional issue,
a favorable decision for the petitioner may, in certain cases, send
the case back to the Fiscal Court for a new trial in which constitutional defects are eliminated.
1.04 Taxes Imposed by States and Local Authorities
State and local taxation in Mexico is of lesser importance because
political subdivisions receive a substantial part of their revenue from
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the federal government and from sharing in federal taxes. Taxes
for states and smaller political subdivisions are enacted by the state
legislatures. Property tax and tax on professional fees are common
forms of these taxes. In the Federal District, for example, property
taxes on urban property range from 1.24% to 2.448% annually based
on appraised value of 16.675% to 18.975% of related annual rental,
and a tax of 1.15% is paid on professional fees.
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Distinctive Features of the
Mexican Tax System
2.01 Summary
The Mexican constitution obligates its citizens to pay taxes that are
necessary for the financial support of the government. Other laws
obligate business entities and foreigners to pay taxes on income
attributable to Mexico.
Taxpayers generally are subject to tax on their global income (2.02).
The income tax laws and regulations distinguish between business
and nonbusiness income as well as between major and minor
taxpayers. Individual taxpayers are taxed on global income, less certain exclusions (2.03). Under appropriate circumstances, the Ministry
of Finance may determine taxable income by estimate (2.04). Some
business entities are subject to special tax treatment, such as qualified constructors as well as those engaged in transportation, farming,
etc. Mexico may grant tax incentives for new and/or necessary
industries (2.06). Deductions which meet tax requirements may be
claimed by taxpayers in computing their taxable income (Chapters 7
and 10).
Noncontributory employee profit sharing is mandatory, but is not
deductible in determining income tax liability of the employer (7.18).
Employees may raise objections to the employer's determination
of taxable net income, as this is the basis for computing employee
profit-sharing compensation.
2.02 Global Concept of Income Taxation
As a general rule, all income derived from any source, including
foreign income, is taxable in an annual income tax return of a Mexican
citizen, resident alien, or resident business entity. Nonresident
aliens and entities are taxed only on income from Mexican sources.
Costs and expenses incurred may be deducted from global income,
when such costs and expenses meet the requirements that apply to
allowable deductions. Capital expenditures are not deductible when
incurred, but may be depreciated or amortized.
2.03 Classification System
Companies. Corporations, limited liability companies, partnerships,
proprietors, and branches or agencies of foreign corporations that
engage in the following activities generally are taxed as business
entities: commerce, banking, finance, insurance, manufacturing,
mining, motion picture production, entertainment, farming, ranching,
fishing, services, and general business operations.
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These companies are classified as major or minor. Minor taxpayers
are only those sole proprietors with annual gross revenues not in
excess of P1,500,000.* The tax base of a major business taxpayer is
global income, less allowable deductions. The taxable income of a
minor business taxpayer is computed by applying a statutory profit
percentage to gross income. Both major and minor taxpayers are
subject to tax at the same graduated tax rates (Rate Tables).
Income from personal services of self-employed persons in the
individual or partnership practice of a profession or art, trade, technical, athletic, or cultural activity is taxed to the individual or partner,
not to the entity (Chapter 13).
Individuals. Individual taxpayers are taxed on global income, less
allowable deductions.
Nonresident individuals are taxed on any income derived from
sources in Mexico (10.04).
Individuals established as enterprises with income derived from
sales, leases, or commissions are taxed as corporations and the
related taxable income must be accumulated to their personal income.
The tax paid upon filing the related tax return, as a corporation, is
considered as a tax advance for purposes of their personal tax return.
2.04 Determination of Taxable Income by Estimate
The Mexican tax law provides for determination of taxable income
by way of estimate if the taxpayer fails to file the required income tax
return, if he does not present his books or supporting documents
when requested, or if there are "deficiencies" in the taxpayer's books.
Deficiencies include omission of sales or inventories in excess of
3% of the reported revenues.
The Ministry of Finance and Public Credit may estimate the gross
income of the taxpayer and apply, to such estimated income, the
statutory percentage of profits (3% to 30%), depending on the line of
business in which the taxpayer is engaged, in determining the taxable
income on which the related graduated tax rates are applied (Tax Rate
Tables).
2.05 Books and Records
At least the following records must be authorized and stamped by the
tax office: general ledger, journal, inventories and balance sheets,
and minutes. Capital stock and shareholders' records are also subject
to authorization when the stock is represented by nominative shares.
Taxpayers are required to keep their books and records available
*P stands for Mexican peso.
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for inspection by the Ministry of Finance and Public Credit for a
period of five years from the date the returns were filed. However, in
the case of records relating to depreciable or amortizable assets,
as well as to instalment sales, the five-year period commences from
the fiscal year following that in which the respective assets were fully
depreciated or amortized, or from the last fiscal year in which the
instalment sale was concluded or price collected. Taxpayers must
also keep the records relating to items on which an appeal or suit has
been filed for a period of five years commencing from the date on
which the decision settling the matter became final.
2.06 Tax Incentives
Incentives may be granted to certain beneficial industries, such as
those that: move from the metropolitan area to areas with a low level
of industrialization, perform new or necessary activities, eliminate
or reduce imports, increase exports, etc. The incentives consist of up
to 100% of import duties on machinery and equipment, 20% of
tax credit on minimum legal salary (Chapter 20) for new employments, and up to 25% of tax credit on the amount invested in new
machinery acquired for carrying out priority industrial activities in
accordance with the prescribed rules. These tax credits must be
applied, within the next five years, against the company's own federal
general taxes, such as: income tax, 1% tax on salaries, value added
tax, import general tax, etc. Generally, the tax incentives are based
upon limitations on the payment of royalties and technical service
fees to nonresidents and on the number of foreign technicians employed by the enterprise.
As a general rule, a majority of Mexican ownership is mandatory to
obtain the abovementioned tax incentives. Some of the incentives
available without the majority Mexican ownership requirement are
as follows:
• Purchasing expenses such as freights, import duties, insurance, and
commissions may be charged directly to expenses with prior notice
to the collection authorities (6.06).
• Accelerated depreciation rates may be used with proper authorization by the tax authorities.
• Upon request from the taxpayer, the Mexican government may reimburse a portion of indirect taxes on exportation sales, based on a
percentage of the related invoice value, f.o.b. manufacturer's plant.
The percentage is to be determined on a case-by-case basis, depending upon the national cost content of the product and the volume of
exports. This reimbursement is nontaxable for income tax purposes
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and can be applied against the company's own federal taxes not
assigned to a specific objective, such as income tax, 1% tax on
salaries, value added tax, import general tax, etc. If the reimbursement is collected in cash, it is subject to a 10% discount.
• Companies have the option to be taxed at 10% on technical service
fees and royalties as well as 21% on dividends received from companies located abroad in lieu of being taxed under the regular income tax regulations. On this basis, such revenues are not accumulated to global income, which is subject to a tax up to 42%.
• Exemption of value added tax on technical service fees rendered to
nonresident foreigners.
• Exemption of value added tax on exportation sales.
• Exemption of income tax on commissions earned by foreign taxpayers on export sales.
• Individuals are exempt from income tax on gains from sale of securities if the transaction is carried out in Mexico through an authorized
stock exchange and provided that such securities are of the type
that are sold to the general public in the opinion of the Ministry of
Finance and Public Credit.
2.07 Revaluation of Assets
Revaluation of fixed assets is being recommended for accounting
purposes; however, such revaluation has no effect for income tax
purposes.

10
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Tax Rates
3.01 Companies
Companies (2.03) are taxed at graduated tax rates ranging from 5%
on aggregate taxable income of P2,000 up to 42% on aggregate
taxable income of P1,500,000. When taxable income is P1,500,000
or more, the tax rate is 42% of the entire taxable income.
The tax on an intermediate tax bracket (P500,000 to P1,500,000)
is shown in the Rate Tables as P143,500, plus 48.65% on taxable
income between P500,000 and P1,500,000. This is an alternative
presentation of the government rate table that expresses the tax as
P210,000, plus 42% of taxable income between P500,000 and
P1,500,000, less 6.65% of the amount that remains after deducting
taxable income from P1,500,000.
Certain companies are permitted to reduce these rates by a specific
percentage. The reduction for taxpayers that are exclusively engaged
in farming, ranching, or fishing is 40%, and the maximum tax rate,
therefore, is 25.2%. When farming, ranching, or fishing revenues
make up a majority, but not all, of the revenues of a business entity, or
when the taxpayer engages in industrial activities using exclusively
its own farming, ranching, or fishing products, the reduction is
25% and the maximum tax rate is 31.5%. Taxpayers engaged solely
in the publication of books reduce their rates by 50%.
3.02 Individuals
A proprietor's income from operating an enterprise (2.03) is subject
to tax at the company tax rates, discussed at 3.01. The tax on his nonbusiness income, however, is based on individual tax rate tables.
The nonbusiness income of individual taxpayers (2.03) is taxed at
graduated rates ranging from 3.1% on the first P7,500 of global taxable income to 45.4% on global taxable income up to P1,800,000;
the excess of P1,800,000 of global taxable income is taxed at the rate
of 55%.
The law assumes that general expenditures of an individual should
not exceed the income reported for the year. Consequently, excess
expenditures may be subject to income tax unless adequate proof is
established before the tax authorities.
3 . 0 3 Extraordinary Gross Profits
This tax was eliminated as of January 1979.
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3.04 Special Rates
Certain types of income are not included in the income subject to the
graduated rates outlined at 3.01 and 3.02, but are subject to tax at
special rates and are collected by withholding at the source. Special
rates also apply to certain payments to nonresident individuals and
companies, as shown in the Rate Tables and as discussed at 4.02,
5.02, 5.03, 5.04, 6.04, and 6.05.
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Returns, Assessments, and
Payment of Tax
4.01 Returns and Assessments
Companies domiciled in Mexico must file annual income tax returns
within three months after the end of their fiscal year.
Professional partnerships are required to file an annual information
return in March, reporting each partner's share of income, the deductions, and income tax paid, which the partners take on their individual
tax returns.
In March of each year, an employer must file an information return
showing the annual compensation of each employee and the amount
of income tax withheld (5.01).
Individuals receiving taxable income only from employment, and
not more than P300,000, ordinarily do not file a return; the total tax
usually is paid through the withholding tax system.
Individuals with taxable income from (a) employment in excess of
P300,000, (b) professional activities, (c) capital investments, and
(d) a combination of those sources, are required to file income tax
returns in April of each year. The tax is determined from graduated
rate tables (2.03).
4.02 Payment of Tax
In general, companies in Mexico are required to make three advance
tax payments each year, estimated on the basis of taxable income
through the 4th, 8th, and 11th months of the taxpayer's fiscal year.
The estimated taxable income is determined by annualizing the
current year's gross income and applying to it the ratio of taxable income and gross income of the preceding year. The estimated
payments are due on the 15th day of the 5th, 9th, and 12th months of
the fiscal year. The first instalment is one-third of the estimated
annual tax; the second instalment is two-thirds of the estimated
annual tax, less the first payment; and the last instalment is the estimated annual tax, less the first two payments.
Advance payments of income tax are not required in the first year
of operation, in those fiscal years in which there was a tax loss in the
preceding year, or when estimates indicate that there will be no
tax liability for the fiscal year upon authorization from the Ministry of
Finance.
The Ministry of Finance and Public Credit has the right to assess
deficiencies within five years from the date on which the final return
has been filed. The five-year period also applies to amended returns.
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After the five-year period has run out, the assessment and collection
of income tax is barred by the statute of limitations, except in the
case of fraud.
The total tax for the year, less advance payments, is payable when
the return is filed. Excess advance payments may be refunded or applied against future taxes at the taxpayer's request.
Producers of entertainment, sporting, and special events, presented
for profit to the general public, on an occasional or seasonal basis, are
required to file a daily declaration of gross income, together with a
payment of tax at the rate of 4% of gross income. For events
concluded within a month, this is the final federal tax; otherwise, the
daily tax is creditable on the tax due in a final company tax return for
the period of operations.
A tax on occasional acts of commerce must be paid by foreign
entities within 15 days of each transaction, at the 5% to 42% tax rates
applicable to companies, on the basis of the taxable income reported
in the tax return filed for the transaction. Ordinarily, this is the final
federal income tax (5.05).
Federal income tax is payable monthly by construction companies
at the rate of 3.75% of the gross income collected during the preceding month. Construction companies also have the option to be treated
as normal taxpayers (8.02).
See Chapter 5 for payment of taxes at the source by withholding tax
on payments.
4 . 0 3 Examination of Returns
Tax returns ordinarily are reviewed by the Tax Audit Department.
The findings of this department are transmitted to a Tax Department
Director, depending upon the type of tax concerned. The tax
authorities may demand that the taxpayer show, either at the taxpayer's domicile or at the tax office, the accounting records and
supporting documents of the operations recorded in the books.
Tax agents may request individuals or corporations that have had
business transactions with the taxpayer being reviewed to show their
corresponding book entries and supporting documents for these
transactions. In general, tax agents may request such information as
they deem necessary for a correct determination of income taxes
due by the taxpayer.

16
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Taxpayers may have their tax returns reviewed and their financial
statements examined by a public accountant registered with the Tax
Audit Department. Generally, such examination reduces the possibilities of having a direct review from the Tax Audit Department.
4.04 Surcharges and Penalties for Late Filing and Late Payment
Surcharges for late payment of taxes, including advance payments, if
voluntarily declared by the taxpayer, are levied at a rate of 3% of
the tax for each month, but do not exceed the amount of the tax. In
addition, if the tax is collected following action taken by the tax
authorities, penalties (that could be up to three times the amount of
the tax) are payable.
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Withholding Taxes
5.01 Withholding on Wages
Employers must withhold income tax on wages, salaries, and other
remuneration paid to employees. Travel and entertainment expense
reimbursements are also taxable employment remuneration, unless
supported by documents from third parties. The general minimum
wage (Chapter 20), pensions, and certain other payments (10.05) are
exempt from income taxation and, therefore, not subject to
withholding.
The tax is computed on gross taxable payments during a calendarmonth by use of a withholding table that contains graduated tax rates
on graduated monthly wage brackets after deducting the legal minimum salary for one month (Rate Tables). Employers must remit the
tax to the tax collector, or to a government designated bank, by
the 15th day of the month following that in which the tax is withheld.
In addition to monthly withholding, employers must prepare and
file", not later than March of each year, a special return showing each
employee's total income taxes withheld by the employer and the
annual tax actually payable by each employee with gross annual
employment taxable income of less than P300,000. In practice, if an
employee works for two or more employers during the year, only
one of the employers makes and reports, on his special return, the
computation of the actual annual tax liability on the employee's earnings from all employers. The computation and reporting is done by
the last employer if services were successive, or by the employer
paying the highest amount of wages if services were concurrent. The
other employers are notified accordingly so that the reporting employer can take into account wages paid and tax withheld by them.
Differences between total monthly withholding and the annual tax
actually payable by the employee are applied by the employer against
future withholding only where the employee's taxable income does
not exceed P300,000. Thus, the annual filing and tax-paying requirements of an employee with taxable income of less than P300,000
solely from employment are satisfied. For employees with incomes of
more than P300,000, the tax withheld represents an advance payment on account of actual tax liability shown in the return.
Professional fees to nonresident individuals are subject to a 30%
income tax on the gross fee. Such tax must be withheld by the one
who pays the fee.
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5.02 Withholding on Interest Paid
General. The tax is required to be paid at the source of interest payments (7.07), except for the following specifically exempt payments:
(a) Interest paid to depositors by banks, when the annual interest
rate is not in excess of 5%.
(b) Interest paid to employees by employee-saving funds.
(c) Interest on bonds and similar debt obligations issued by international credit institutions in which the Mexican government or a
Mexican credit institution is a member.
(d) Interest on bonds and similar debt obligations issued by the
Mexican government and payable in foreign currency, provided the
exemption is specified in the debt instrument.
The taxation of interest income is discussed at 6.02.
Bonds, Obligations, Certificates, Etc. Interest from all kinds of
bonds and participating certificates as well as interest on certificates,
obligations, mortgage certificates, acceptances, credit titles, loans or
other credits issued by Mexican credit institutions are generally
subject to a 21% withholding tax. However, a resident individual may
elect to pay a reduced withholding tax of 15%, in which case such
a payment is considered to be an advance tax payment, and the related interest must be included in his annual tax return, so that the
amount of interest income required to report an overall total taxable
income up to P130,000 (after deduction of annual legal minimum
salary) is subject to the graduated tax rate (Rate Tables). Interest
income in excess thereof is subject to the 21% tax. In both cases, the
15% withholding tax is creditable.
Bank Loans and Certain Loans from Nonresident Lenders. Tax is
withheld at the flat rate of 21% on interest on loans or credits paid to:
(a) Foreign suppliers for sales of machinery and equipment that form
part of the buyer's fixed assets if the buyer is engaged in activities
which, in the opinion of the Mexican government, should be promoted, such as those mentioned at 2.06.
(b) Nonresident individuals or entities when the borrower is engaged
in activities which should be promoted and the amount of the credits
granted is used in the public interest.
(c) Nonresident credit institutions registered with the Ministry of
Finance and Public Credit.
(d) Nonresident credit institutions by Mexican credit institutions.
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Tax is withheld at the flat rate of 10% on the interest on loans or
credits paid to nonresident financing entities owned by foreign governments with enterprises resident in the national territory.
Tax is withheld at the flat rate of 42% on interest on loans or credits
paid to nonresident foreign entities other than those indicated in the
preceding paragraphs.
The withholder must pay the tax to the collector's office within 15
days of the month following the one in which the tax was withheld.
All of the abovementioned withholdings are considered to be final
payments.
Interest earned by individuals or Mexican companies is not subject
to withholding, as such interest is accumulated in their taxable
income.
5.03 Withholding on Dividends Paid
Dividends paid by companies domiciled in Mexico are subject to a
separate tax in the hands of the shareholders. This tax is withheld at
the source at the rate of 21% and shall be considered as final payment. For exemptions, see 6.03.
Gains to shareholders in partial or complete liquidation of companies
or in redemption of part or all of the capital shares of a shareholder
are also subject to the tax on dividends, to the extent distributions
exceed a shareholder's contribution to the capital of the company
(9.03), and on the capitalized profits or on the profits to be distributed
that have not been subject to the related tax.
Tax is payable on the amounts given as loans to shareholders if there
are profits accumulated or capitalized, except when the loans are
made in the ordinary course of business of an enterprise and are for
fixed periods of not more than one year and an annual interest rate of
no less than 24%.
Branches and agencies of foreign companies are also subject to the
21% tax on dividends whether or not the profits are remitted to the
home office abroad (6.03 and 9.02).
Shareholders may elect to pay the tax on dividends for the year that
the dividends were accrued, whether or not collected. This election
applies only to profits from Mexican entities earned in 1979 or later,
and derived from nominative titles or bearer securities that are of
the type ordinarily sold to the general public.
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The dividend is determined by the declared dividend, plus income
tax on business enterprises paid by the companies. The companies'
income tax, determined through a factor (Rate Tables), is considered
as an advance payment for the individual. There is special treatment
for nontaxable income.
Nonresidents, exempt taxpayers, or shareholders of companies
paying income tax on a special basis cannot take this election.
5.04 Withholding on Other Transactions
In addition to withholding income tax on wages (5.01), interest
(5.02 and 6.02), and dividends (5.03 and 6.03), a tax is payable at
source on gains on sales of urban real estate (6.04); on payments to
nonresident companies and nonresident individuals for railroad car
rental and personal property rentals as well as on commissions, royalties, and technical service fees (6.05); and on certain other payments
to nonresidents of Mexico and to individuals or small businesses not
registered with the tax department.
Generally, the payer is jointly liable with the payee for a determination of the correct amount of the tax due on a transaction; and he
must ascertain that the invoice, receipt, or other supporting documents show the taxpayer's registration number and certain other
information. If the documents do not disclose the required information, the related payment becomes a nondeductible expense to the
payer.
5.05 Withholding on Occasional Acts of Commerce
Occasional acts of commerce are subject to a withholding tax of
20% on gross income. This advance must be applied to the final tax
liability. The sale of real estate by resident and nonresident individuals is subject to an income tax advance payment equal to 2.5 times
the tax resulting from applying the graduated tax rate (3.02) to
40% of the taxable income derived from the sale (6.04).
With the exception of the sale of securities, withholding is not
required for resident and nonresident individuals on sales of less than
P250,000.
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Income Subject to Tax
6.01 The Nature of Income—Nontaxables
The Mexican Income Tax Law defines income as revenue received in
cash, in kind, or in credit.
Organizations that are exempt from income taxes include: government agencies; schools; institutions formed for charitable, scientific,
political, religious, cultural, or sports purposes; chambers of commerce; employees' associations; labor unions; cooperatives; and
credit unions. Also exempt are owners of a single taxicab, and proceeds from trust funds for the payment of pensions and seniority
premiums to employees.
For the individual, exempt income includes: legal minimum wages
(Chapter 20); pensions up to ten times the legal minimum wage;
allowances for illness, accidents, or death; gain on sales of securities
if the transaction is carried out in Mexico through an authorized stock
exchange. (The securities must be of the kind widely distributed
among the public.)
Income from contracts made directly by authors or inventors for
scientific, artistic, cultural, or literary works is exempt from tax
(6.05). This exemption is limited to authors and inventors only and
does not extend to any assignee, legatee, or successor in interest.
The exemption granted to authors and inventors is applicable to foreign income and gain on the sale of real estate used by the taxpayer
as his personal residence during the last two years if the gain is reinvested within one year in another residence and prior permission has
been obtained from the tax authorities. For other nontaxables, see
2.06.
6.02 Interest
Certain interest received from sources in Mexico is specifically
exempt or is fully taxed at special rates through the withholding tax
system (5.02).
However, interest received from Mexican companies and individuals
on loans and similar credits is a part of the recipient's annual income
that is taxed, in case of a resident company, at rates from 5% to 42%.
Individuals must accrue interest to their personal annual taxable income and are taxed at rates ranging from 3.1% on the first P7,500 of
global taxable income up to P1,800,000; the excess over P1,800,000
of global taxable income is taxed at the rate of 55% (3.02). Foreignsource interest is also a part of annual income of resident companies
and resident individuals. Tax paid at the source on such interest is
creditable.
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Payments received by the lender are considered to include past due
interest.
6.03 Dividends
General. Dividends and profits distributed in cash or in kind by companies domiciled in Mexico are subject to withholding tax on dividends (5.03), except when the dividend is reinvested within 30 days
after receipt in new capital shares of the paying company (unless the
company is liquidated or pays a capital dividend).
Stock dividends paid in new capital shares of the paying company are
also exempt at the time of receipt. Banking, insurance, and portfolio
investment companies registered in Mexico are not taxed on Mexicansource dividends received for their own account. Furthermore, dividends paid by such portfolio investment companies are exempt.
Distributions in liquidations, redemptions, and mergers are discussed
at 5.03 and 9.03.
Residents. Dividends received by companies domiciled in Mexico
from other companies domiciled in the country are not added to the
taxable income. In most instances, however, the tax that has been
withheld from dividends received (5.03) may be applied as a credit to
income tax payable by such companies. Thus, in practice, domestic
dividends usually are tax free to companies in Mexico.
Domestic and foreign dividends received by resident individuals and
Mexican nationals residing abroad are taxed at 21%. Resident individuals and Mexicans who receive domestic dividends can elect to
take advantage of the special treatment discussed at 5.03.
Dividends from sources outside Mexico are ordinary investment
income to companies in Mexico, unless they have paid 21%.
Income tax withheld on foreign dividends may be credited on Mexican income tax payable up to the Mexican income tax computed
separately on the foreign dividends.
Nonresidents. Dividends paid by Mexican companies to nonresident
aliens and to companies abroad are subject to the withholding tax on
dividends, discussed at 5.03. The 21% tax withheld is the final tax.
The annual profits of Mexican branches and agencies of foreign companies are deemed dividends paid to the home office, whether or not
the profits are remitted abroad (5.03 and 9.02).
6.04 Capital Gains and Losses
As a general rule, gains on sales of securities, personal property, or
real estate are ordinary income.
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Foreign entities are taxed on gains from the sale of securities and of
real property, after deducting their costs and the expenses incurred
for the transaction. Taxable income is taxed at graduated tax rates
(3.01).
Resident companies realize ordinary income on gains from sales of
securities or real estate. Losses incurred on sales of securities may
be deducted by companies if tax requirements are fulfilled. Losses
incurred on sales of real estate are deductible. Taxable income is
taxed at graduated tax rates (3.01).
Resident and nonresident individuals are taxed on gains from sales of
securities of foreign or resident issuers after deducting related fees,
legal expenses, taxes other than income taxes, commissions, etc. The
proceeds from the sale of property are taxable after deducting its cost
(adjusted with a factor, see Rate Tables) and the above mentioned
expenses.
Capital gains on the sale of securities carried out through the authorized Mexican stock exchange are tax exempt for individuals (2.06).
Individuals may apply losses from the sales of real estate and securities against gains of similar nature realized during the following three
years (7.09).
Only 20% of the taxable income from sales of real estate and securities is added to the annual general taxable income of individuals. The
remaining 80% is taxed at the effective rate shown in their annual
tax return on a global basis.
Federal tax on the transfer of real property (14.05 and Rate Tables)
and local taxes also apply to the transfer of real property.
A gain on the sale of real estate used by the taxpayer as his personal
residence is exempt from tax (6.01).
Leasehold improvements, based on appraised value to the lessor at
the expiration of the lease, are taxable.
Individuals are not taxed on gains from the sales of property and
securities when the gains in a calendar year are not in excess of three
times the annual legal minimum salary (Chapter 20).
6.05 Income from Rents, Patent Rights, Copyrights, Etc.
Rent income of individuals from leases or subleases of real estate is
subject to tax under special provisions. Taxpayers can elect to take a
fixed deduction of 30% of the gross income from rents or the following: local taxes, maintenance, interest, insurance premiums, depreciation, and (subject to a maximum of 10% of rental income) fees,
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salaries and commissions. Sublessees may deduct only the rent paid
to the sublessor. The remaining net income is taxed, along with other
taxable income, at graduated tax rates (3.02). As a tax advance, 20%
is paid on bimonthly rents, less the above deductions and the bimonthly legal minimum salary (Chapter 20). Frozen rents are exempt.
Rental income, less rental expenses, is ordinary income or loss to
resident companies. Payments to nonresident individuals and companies for rentals of railroad cars and personal property are fully
taxed by withholding flat rates of 10% and 21%, respectively.
Royalties, premiums, and other payments received by persons—other
than the author or inventor—for patents, trademarks, trade names,
and copyrights are taxable as ordinary income. Payments received by
the inventor or author directly are not taxable.
Payments to foreigners resident in a foreign country for royalties on
patents, certificates of invention, trademarks and commercial names,
as well as for advertising and nonexempt commissions, will be subject to a graduated tax ranging from 5% to 42%. The tax is levied on
the total revenue for the year, without any deduction.
Payments for royalties (on drawings or models, blueprints, formulas
or procedures), technical assistance, or transfer of technology, will be
subject to tax (5% to 42%) on the basis of either a taxable income that
will result by deducting from the total revenues the expenditures realized in the country that satisfy Mexican tax requirements, or the taxpayer may take the option to pay 21% on the total revenues without
any deduction. When the contracts involve a patent or certificate of
invention and related technical assistance, the Treasury Department
may authorize the tax to be computed and paid on the basis established in this paragraph. In all the cases previously referred to, those
who make the payments should withhold 21% tax on gross payments.
The value added tax (14.06) is also paid by those who make such
payments; however, since such a tax paid is creditable, it does not
represent any cost.
6.06 Inventories
Generally, inventories may be valued at cost on either the specific,
average, first-in first-out, last-in first-out, or retail method. Once a
method of valuation is adopted by the taxpayer, it cannot be changed
without prior approval of the Ministry of Finance and Public Credit.
Standard costs without application of variances may be used only
with the approval of the Ministry of Finance. Freights, import duties,
insurance, and commissions on purchases may be charged directly
to expenses (2.06).
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Taxpayers with gross revenues in excess of P20,000,000 must keep
perpetual inventory records, except those who apply the retail method
of valuation.
Reduction of inventories to the lower of cost or market is permissible
for tax purposes with the specific authorization of the Ministry.
Losses on unsaleable goods due to deterioration or other causes shall
be deducted from the inventory in the year in which they occur, provided that the Ministry of Finance and Public Credit authorized the
destruction of the merchandise or its donation to a welfare or cultural
organization and that the destruction or donation is carried out in the
presence of a registered certified public accountant.
Sales at cost or less than cost are recognized when the taxpayer
proves that the sales price represents the market price on the date of
the transaction. Except for the foregoing exceptions, an average or
estimated gross profit is presumed to have been realized on each
transaction. Generally, trade-ins may be sold ata loss, provided the
entire transaction (original sale, plus the sale of the trade-in) results
in a profit.
6.07 Gains in Foreign Currency Transactions
A foreign currency transaction must be recorded in Mexican pesos at
the official rate of exchange at the date of the transaction. Gain arising from fluctuations in the exchange rate on foreign currency receivables or payables is reportable income for tax purposes when the
receivables are collected and the payables paid. (See 7.16 for Losses
on Foreign Currency Transactions.)
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Deduction Items
7.01 Business Expenses
Deductions are allowed for reasonable operating expenses. These are
applicable to the year in which they are claimed. In addition, since the
banks in Mexico do not return paid checks, the documents supporting
a transaction become rather important and must fulfill certain requirements. For example, payments requiring withholding of income tax
(salaries, interest, rents,etc.) are not deductible, unless supporting
documents show that the proper tax has been withheld. Suppliers'
invoices must disclose their tax registration number. Accruals are
deductible only if the specific amount and payee can be ascertained
and, when applicable, the related withholding taxes are paid. The
Ministry of Finance and Public Credit may authorize the deductions
of nonspecific liability accruals.
Self-employed persons engaged in the practice of a profession, art,
trade, technical, or cultural activity may deduct depreciation (Appendix B) and other strictly indispensable expenses. For performers and
athletes, the standard business expense deduction varies from 60%
on gross income not in excess of P96,000 to 24% on gross income in
excess of P312,000.
7.02 Depreciation and Amortization
Depreciation, for income tax purposes, is the gradual absorption, over
a specific number of years, of the cost of tangible fixed assets; and
amortization is the gradual absorption, over a specific number of
years, of the cost of intangible assets and deferred charges and
expenses.
The law provides for straight-line depreciation of buildings, machinery, and equipment, as well as for straight-line amortization of intangible assets, deferred expenses, and charges. Maximum rates are
specified in the law (Appendix B). Other rates and methods, including
accelerated depreciation, may be authorized by the Ministry of
Finance and Public Credit as an economic incentive, and by resolutions of general application, which will indicate the regions, types of
activities, and assets that will enjoy this benefit.
Costs subject to amortization include (a) organization, (b) preoperating expenses, as well as (c) patents, trademarks, copyrights, and
technical service fees. The items included under (a) are generally
spread over a period of 20 years and those under (b) and (c) over
10 years.
Depreciation and amortization may be recorded for general accounting purposes at rates different from those used for tax purposes.
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7.03 Depletion and Other Items Attributable to Mineral Extraction
Depletion is the consumption of a nonrenewable mine or other natural
resource because of commercial extraction of minerals from the property. Annual depletion deductions generally are determined by applying a unit rate of depletion to the tonnage or volume extracted during
the year.
The depletion unit rate is established by dividing the total acquisition
cost of the property by the known or computed recoverable tonnage
or volume of the mine or other natural resource as of the time when
regular mining operations start. Exploration and development costs
incurred before commencement of regular mining operations may be
considered as part of the acquisition cost. Exploration costs incurred
after commercial production has been obtained must be deducted
currently rather than capitalized.
If not included in the depletion unit rate discussed above, a separate
unit rate for depreciation and amortization of mining equipment and
other costs essential for the extraction of minerals may also be determined by dividing the cost by the recoverable tonnage or volume of
the mine or other natural resource when regular mining operations
begin.
The Ministry of Finance and Public Credit may, if satisfied that good
reasons exist, authorize other rates and methods of depletion, depreciation, and amortization of mineral properties.
7.04 Bad Debts
Losses from bad debts may be deducted when the statute of limitations for the collection of the debt has expired. The deduction may be
claimed before such date if it can be shown that it is impossible to
collect the debt. Bad debt losses are not subject to the carryforward
rules (7.06).
7.05 Rent and Related Items Attributable to Property
Deductions for rent payments require the payee to obtain a receipt
from the lessor showing his tax registration number. The Ministry is
authorized to obtain an independent appraisal of the real property, in
which case the rental expense may not exceed 12% of the appraisal
value of the property per year.
7 . 0 6 Operating Losses
Operating tax losses may be carried forward for three years. Tax
losses for the first three fiscal years of operations may be carried forward for four years. There are no carryback provisions. Such losses
may not be transferred through sale or merger.
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The loss may be deducted only against the taxable income obtained
from the same line of business which generated the loss. For this purpose, it shall be considered that the line of business is the same if the
assets or services with which the operations were carried out when
the loss was incurred are equivalent to those with which the subsequent profits were obtained.
When the taxpayer distributes profits before replacing the losses—in
full—that affected his net worth, he may not deduct that portion of
the losses equal to the amount of any distribution of profits that he
had made, except for distributed profits from lines of business other
than those that caused the loss.
When stockholders absorb such losses by payment or increasing
capital stock, profits may be distributed without losing the right to
deduct carryforward losses.
The following costs and expenses must be eliminated from carryforward losses:
(a) Costs of operations which eliminate or tend to eliminate competitors
(b) Writeoffs of bad debts
(c) The creation or increase of reserve funds for employees' pensions
that are not provided for by law, regulations, or collective bargaining
agreements
7.07 Interest
Interest is deductible only if the proceeds of the loan have been invested for the growth of the business and the related requirements for
withholding tax have been complied with (5.02). When the taxpayer
makes loans to third parties, interest paid is deductible only if the
interest collected is higher than interest paid.
7.08 Royalties and Technical Service Fees
Royalties for the use of patents, trademarks, or other rights are deductible providing the necessary taxes have been withheld and paid.
No withholding is required, however, on payments made directly to
the inventor or author, as these payments are not taxable (6.01).
Moreover, withholding is not applicable to royalty payments to resident companies and resident individuals, even though such payments
are taxable income to the payee. Technical service fees for "knowhow" paid to nonresidents must be reasonable and the services must
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be actually rendered. The government may set a limit, stated as a
percentage on net sales (generally not in excess of 3%). on the deduction of payments made to a nonresident parent company for technical
assistance. The agreement for these payments must be registered
before the National Registry of Transfer of Technology (18.01).
Tax rates applicable to income from royalties and technical assistance are discussed at 6.05.
7.09 Worthless Stocks and Securities
Losses on worthless stocks and securities may be deducted by companies if tax requirements are fulfilled. Individuals are allowed to
deduct such losses (6.04).
7 . 1 0 Taxes
In general, all taxes are deductible except for income tax and taxes
paid on account of others. Fines and surcharges applicable to late
filing or underpayment of taxes are also not deductible. Foreign
income taxes paid may generally be credited to the Mexican tax on
the related foreign income (11.02).
7.11 Casualty Losses
Casualty losses, less insurance recoveries, if any, are deductible.
7.12 Charitable Contributions
Taxpayers may deduct contributions paid for charitable or cultural
purposes that are specifically authorized by the Ministry of Finance
and Public Credit. Contributions to nonauthorized institutions or
organizations are not deductible. Contributions in kind are deductible
upon specific authorization.
7.13 Advertising
Advertising expenses are generally deductible over a four-year period
as follows: 60% in the year the expense is incurred, 15% in the second year, 15% in the third year, and 10% in the fourth year.
7.14 Legal and Other Professional Expenses
Professional fees are deductible, provided the appropriate documentation is obtained.
7.15 Insurance
Insurance premiums for ordinary business risks are deductible only if
paid to a Mexican insurance company; payments to foreign insurance
companies are not deductible. Premiums paid to a Mexican insurance
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company for life, accident, and retirement of employees are deductible if the benefits are generally available to all employees. Premiums
are also deductible if paid to cover losses resulting from death , accident, or illness of executives and technicians.
7.16 Losses in Foreign Currency Transactions
A foreign currency transaction must be recorded in Mexican pesos at
the official rate of exchange as of the date of the transaction. Loss
arising from a fluctuation in the exchange on foreign currency receivables or payables is deductible for tax purposes as receivables are
collected and payables paid, provided the payment on an obligation
is made within the terms (due date) of the related obligation. A loss
arising from an advance payment on an obligation is not recognized
until the due date of such payment. Taxpayer may elect to defer a loss
on a foreign exchange transaction. The election permits deferral for
four years (commencing with year in which the loss was suffered) and
must be capitalized as an intangible asset for tax purposes.
7.17 Indemnities and Seniority Premiums Payable
Under Federal Labor Law
The Federal Labor Law requires the payment of indemnities to employees for unjustified dismissal. These indemnities are computed on
the basis of three months' salary, plus 20 days' salary for each year
of service. The Federal Labor Law also requires the payment of seniority premiums upon termination, whether voluntary or involuntary. As a
maximum, seniority premiums are computed on the basis of 12 days'
salary for each year of service, the salary being limited to twice the
minimum legal salary (Chapter 20). Indemnities and seniority premium payments are deductible in the year of payment or on the
accrual basis, provided the provisions to indemnities and seniority
premiums reserve are funded with an independent outside trustee.
Indemnities paid may be amortized if the separation is due to a readjustment of personnel because of a reorganization of the business.
The deduction should be allocated equally over a period of up to five
years commencing with the year in which payment was made.
7.18 Profit-Sharing Payments
Business and professional firms must make profit-sharing payments
to employees. The profit-sharing payment is equal to 8% on taxable
income, plus exempt income. For professional firms and for those
engaged in the management of rental property or in the col lection of
debts and interest thereon, profit-sharing payments are computed the
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same as above, except that a maximum of one month's salary for each
eligible employee applies. Tax-loss carryforwards cannot be offset
against taxable income for computing profit-sharing payments.
The profit-sharing payments are not deductible for income tax purposes, but are taxable to the recipient.
Certain companies and individuar businesses are exempt from profit
sharing, including new companies (first year), new companies making
a new product under new industry regulations (first two years),
mining companies (during period of exploration), and certain nonprofit institutions.
7.19 Nondeductibles
Generally, the following items are not deductible for income tax
purposes:
• Expenses or losses not recorded in the books
• Payments to the Mexican Social Security Institute for the employee
portion of the social security tax
• Costs or expenses conditioned upon the existence of profits, or computed or determined based on profits
• Expenses incurred abroad on a pro-rata basis with other enterprises
not subject to the Mexican income tax
• Provisions made to establish or increase valuation or liability reserves, such as reserves for bad debts, obsolescence, general
undefined liabilities, etc.
• Losses derived from a merger, capital reduction, or liquidation of
entities in which the taxpayer had an interest or stock
• Losses derived from the sale or other disposition of assets when the
cost does not correspond to the real value at the time of the respective transaction
• Value added tax, except when the taxpayer is exempt from value
added tax and the disbursement that originated, such a tax qualifies
as deductible
• Goodwill, even if acquired by purchase or merger (9.01)
• Gifts, entertainment expenses, and other expenses of a similar nature, except those that are directly related to the sale of products or
the rendering of services and that are offered to the customers in a
general form
• Per diem and representation expenses, by whatever name they may
be designated, except those for lodging, meals, transportation, and
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mileage allowance, provided it is shown that such expenses were
incurred outside a radius of 50 kilometers from the enterprise's
premises. The taxpayer must also be able to prove that he had business relations in the place where the expenses were incurred and
that the individuals to whom the payment was made had an employment relationship with the enterprise or were rendering professional
services pursuant to a written contract.
Expenses incurred for trips abroad will only be deductible if they meet
the requirements of the preceding paragraph.
Travel and entertainment expenses not supported by documentation
from third parties must be added to the employee's compensation and
income tax must be withheld (10.05).
Payments that arise from penalties, indemnifications for damages,
surcharges, or conventional penalties are not deductible. However,
indemnifications for damages may be deducted if the law imposes
the obligation to pay them because of risk and liabilities derived
directly from an asset, unless the damages have been caused through
fault imputable to the enterprise.
Depreciation on automobiles having an official sales price higher
than P215,000 for 1979 models, P220,000 for 1980 models, and
P242,000 for 1981 models is limited to such amount; the excess
cost is not depreciable for tax purposes. Lease of these automobiles is
fully nondeductible.
7.20 Additional Deduction
Companies may have an additional deduction when total liabilities
are less than the total of the following items referred to as "financial
assets:"
• Annual average of long-term notes receivable in Mexican pesos
• Annual average of long-term investments in deposits with credit
institutions and in securities, except in capital shares and other
equity equivalents
The excess "financial assets" are multiplied by a factor to be published annually (0.20 for 1979) to arrive at the additional deduction.
This additional deduction cannot be taken for employees' profitsharing purposes (7.18).
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Chapter 8

Accounting for Income
and Expenses
8.01 Accrual of Business Income and Expenses
In general, business entities must use the accrual basis for recording
income and expenses (7.01).
Individual taxpayers and professional firms, generally, must determine their taxable income on a cash basis for the calendar year.
8.02 Long-Term Contracts
Instalment sales are recognized for tax purposes if the taxpayer so
elects, provided the down payment does not exceed 50% of the sales
price. In those cases, a portion of the profit is reported as each instalment is collected.
Construction enterprises may elect to have their revenues taxed at a
flat rate of 3.75% of the gross income collected during the preceding
month instead of being subject to taxation on the operation's profit
or loss (4.02).
8.03 Financial Leases
Definition. For purposes of the Mexican Income Tax Law, a lease is
considered as a financial lease only when the related agreements
satisfy the following characteristics:
• The parties are subject to an initial obligatory term.
• The lessee is obliged to make payments which, in total, are higher
than the price at which the lessor acquired the related asset.
• The lessor establishes the rate of interest that was considered in
determining the payment of the amounts agreed upon.
• The lessor agrees to give one of the following options to the lessee,
once the initial obligatory term is due:
(a) To transfer the ownership of the asset against the payment of an
amount which should be less than the market value of the asset at
the time of exercising the option
(b) To extend the agreement to a determined term during which
payments will be for an amount less than that paid during the initial
obligatory term
(c) To have the lessee participate in the revenues derived from the
sale of the asset to a third party
Lessor. Those who receive revenues for the abovementioned agreements have the option to utilize the system of instalment sales (8.02)
or to consider the total amount of the agreement as revenue for the
year and the cost of the asset as a deduction therefrom. The lessor
cannot take depreciation on the related asset.
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Lessee. The disbursements derived from the agreements previously
referred to will be subject to the following:
(a) Cost of acquisition of the related asset will be determined by
applying the percentage shown by the table included in Appendix A,
based on the number of years of the initial obligatory terms and the
rate of interest applicable to the first year, to the total payments
agreed upon for the initial obligatory term.
The cost so determined will be depreciated on the basis of the percentages shown in Appendix B.
(b) The difference between the total payments agreed for the initial
obligatory term of the agreement and the cost of acquisition of the
related assets, as determined according to the preceding paragraph,
will be amortized during the initial term of the agreement.
When the lessor is a foreigner resident in a foreign country, it is assumed that the agreed interest to determine the payments applicable
to the first year of the initial obligatory term will be the London InterBank Operation Rate (LIBOR) at the time of signing the agreement.
Payments to Foreigners. Those who make payments to foreigners for
financial leases must withhold and pay 21% on the total amount of
such payments. When the related assets are to be used in activities
which should be promoted, the tax basis will be the result of deducting from the gross revenues the amount considered as cost of acquisition of the assets.
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Provisions Peculiar to Corporations
9.01 General
The income tax law makes little distinction between business entities
on the basis of their legal form of organization. Accordingly, corporations, limited liability companies, limited partnerships, and general
partnerships are taxed as companies, if they are engaged in business
(2.03). Moreover, sole proprietorships are taxed on business taxable
income at the tax rates applicable to companies. However, individuals
established as enterprises in activities such as selling, leasing, or
earning commissions are taxed as enterprises. The accumulated
relative taxable income must be shown on their personal returns and
the tax paid must be considered as a tax advance. On the other hand,
professional and other self-employed persons who render personal
services ordinarily are not considered to be business entities even
though they are organized as partnerships, associations, or civil
companies. Producer cooperatives and similar associations are not
taxable entities.
Business entities are taxed as companies on taxable income (2.02 and
2.03) at the graduated tax rates discussed at 3.01 and listed in the
Rate Tables.
Certain items are excluded from taxable income of companies, such
as reimbursement of indirect taxes on export sales (2.06) or dividends collected by resident entities from nonresident (6.03). Dividends collected from another Mexican company are excluded from
taxable income and the tax withheld is used as a tax credit (6.03).
Organization expenses must be amortized, but goodwill cannot be
deducted or amortized (7.19). Net operating tax carryforward losses
are not transferable in a merger (7.06).
In addition to the tax on taxable income, companies are also liable for
the tax on distributed profits (9.02).
9.02 Tax on Distributed and Undistributed Profits
Companies are subject to tax on distributed profits.
The portion of the tax relating to distributed profits is generally
known as the withholding tax on dividends, discussed at 5.03.Tax is
required to be withheld by the payer on each distribution, and must
be collected by the payer from shareholders and partners on distributions in kind at the rate of 21%. The taxation of dividend income in
annual tax returns is discussed at 6.03.
The dividend withholding tax is also applicable to undistributed
profits at the rate of 21% for branches and agencies of foreign entities
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operating in Mexico. (The tax is computed on taxable income, less
income tax and profit sharing paid to employees.)
Payments of dividends and distribution of profits are restricted by the
amounts required to be credited to and carried in the legal reserve of
companies. In general, companies are required to appropriate 5% of
annual net income to the legal reserve until this reserve amounts to
20% of the paid-in capital. The appropriation is not deductible for income tax purposes nor is it subject to the tax dividends at the time of
appropriation.
9.03 Liquidations, Redemptions, and Mergers
Distributions made by companies in partial or complete liquidation or
in redemption of part or all of the capital shares of a shareholder are
subject to the dividend withholding tax (5.03 and 9.02). This tax is
levied on the excess of the distributed amount of money over the taxpayer's contribution to the capital of the liquidating entity. Generally,
the stated value of the shares and any paid-in surplus is deemed to
represent the shareholder's contribution.
There are no provisions comparable to the United States Internal
Revenue Code sections concerning nontaxable reorganizations. A
merger in Mexico is treated similarly to a liquidation followed by the
formation of a new corporation. If, as a result, a company receives net
assets in excess of its investment, or receives shares with an aggregate par value in excess of the aggregate par value of the shares given
up, such excess is subject to taxation as ordinary income of the company. On the other hand, losses from mergers are not allowed as a
deduction.
9.04 Resident and Nonresident Corporations Compared
Corporations and other business entities organized in Mexico, as well
as foreign corporations, branches, and agencies domiciled in Mexico,
are taxed as resident business entities.
Foreign corporations not domiciled in Mexico are taxed only on income from Mexican sources. In most cases, the tax is collected by
withholding at the source.
The fiscal domicile is considered to be at the location of the main administration of the business.
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Provisions Peculiar to Individuals
10.01 General
There are no provisions for joint returns for husband and wife. However, capital gains may be allocated between a wife and husband in
the proportion agreed upon in their marriage contract.
10.02 Allowances
Twelve months of legal minimum salary (Chapter 20) is the only
allowance granted to the taxpayer. This allowance, on a monthly
basis, should be taken in consideration for tax advance payments or
withholdings. An amount equivalent to 90 days' legal minimum salary
for each year of service is tax exempt in the case of income from labor
indemnities, seniority premiums (7.17), and lump-sum retirement
payments.
10.03 Itemized and Standard Deductions
Medical, dental, and funeral expenses of the taxpayer and
dependents are allowed.
Interest paid is deductible on debts incurred for income-producing
investments, but only to the extent that the interest rate does not exceed the prevailing maximum rate of mortgage bank interest.
Charitable contributions are deductible to the extent indicated at
7.12. Other deductions include certain insurance premiums, taxes
(other than income taxes), and reasonable expenses paid in order to
earn taxable income. Personal insurance premiums or insurance
premiums on nonproductive properties are nondeductible.
10.04 Resident and Nonresident Individuals Compared
A person must live in Mexico for 182 days to be considered a resident. For tax purposes, the domicile of an individual taxpayer is the
place where his principal place of business or his home is located.
Generally, Mexican nationals and resident aliens are taxed on their
worldwide income, whether from sources within or outside Mexico.
Nonresident aliens are taxed only on income derived from sources
within Mexico.
Foreign income tax is creditable against Mexican tax to the extent of
the Mexican tax imposed on foreign-source income. See 11.02 for
discussion of the credit.
10.05 Taxation of Employees
An employee who earns gross income of at least P300,000 or who
receives income from more than one employer may choose either to
make his own tax computation or to require his employer to do it for
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him, in the manner discussed at 5.01 for employees with lesser
earned incomes. When earnings from all employers amount to no
more than P300,000 of gross income and the employer makes the tax
computation, a tax return need not be filed by the employee. In other
cases, an annual tax return generally is required, and credit is taken
on the return for tax withheld.
Profit-sharing payments are taxable to the employee (7.18). Any excess of reimbursements over substantiated travel and entertainment
expenses must be added to the employee's taxable income (7.19).
Nontaxable income generally includes the legal minimum salary
(Chapter 20); retirement pay and pensions (in cases of disability and
old age, a maximum of ten times minimum salary is nontaxable);
death; annual bonuses to public employees; workmen's compensation for occupational accidents and diseases; allowances for funeral
expenses; social welfare benefits and pensions received through the
social security system (5.01, 12.02, and 12.03).
Social welfare benefits received from employers are also exempt income if made generally available to all employees or if made in accordance with labor contracts. These include medical services,
scholarships, contributions to schools and libraries, relief funds, payments for sporting facilities and activities, and housing for workers.
Christmas or year-end bonuses are nontaxable up to one month's
legal minimum salary; the excess is taxable.
Contributions made by employers to employees' savings funds are
nontaxable to the individual and deductible for the payer, up to a
maximum of 13%, the salary being limited to ten times the legal minimum salary. Interest from employees' savings funds is nontaxable to
the individual.
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Relief from Double Taxation
of Foreign Income
11.01 Foreign Tax Treaties
Mexico has not entered into any income tax treaties with foreign
countries. Exemptions granted to members of diplomatic, consular,
scientific, and humanitarian delegations are conditioned upon reciprocal treatment to Mexican delegations in other countries.
11.02 Credit for Foreign Income Taxes
Resident individuals (10.04) and corporations (9.04) are entitled to a
credit against Mexican income tax for foreign income taxes on income derived from foreign sources. For this purpose, exemptions
from taxes granted by foreign countries are treated as if foreign income tax were actually paid on the exempt amount. This treatment,
however, does not apply to income derived from lending capital.
The credit is limited to the amount of Mexican income tax computed
separately on the income derived from foreign sources.
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Pensions, Pension Funds, and Other
Retirement Benefits
12.01 Taxation of Retirement Benefits and Contributions
Pension and retirement plans are not yet common in Mexico, mainly
because of the requirements of the Federal Labor Law providing for
dismissal payments and seniority premiums (7.17) as well as social
security pensions payments. Pension and retirement plans must provide for benefits in lieu of the lump-sum payment of damages for
severance of employment, and such benefits must be in addition to
those provided by the Mexican Institute of Social Security.
Payments for pension plans must meet the requirements of the law in
order to be deductible by the employer and not taxable to the
employee.
12.02 Approval of Pension and Seniority Premium Plans
Ministry of Finance approval for pension and seniority premium plans
is required. In general, the plans must be funded and based on
actuarial computations.
Insurance policies covering retirement insurance must meet certain
additional requirements (7.15).
12.03 Deduction of Pensions and Contributions to Pension Funds
An employer may deduct pension payments made directly to retired
employees, whether these payments are voluntary or made pursuant
to contractual arrangements. Contributions to pension plans are deductible if the requirements of the law and regulations are satisfied.
Social welfare payments (10.05), including pensions,are deductible
if the benefits are generally available to all employees. Payments
made without being generally available to all employees are taxable
to the individuals receiving them.
Pensions of more than ten times the general minimum salary are taxable to the individual on the excess of the ten-times minimum salary
(Chapter 20).
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Partnerships
Partnerships and similar associations, except professional partnerships, are subject to the same taxes as corporations. Distributions to
partners are taxed in the same manner as dividends.
Professional partnerships are not subject to income tax as such. Each
partner pays tax, as an individual, on his distributive share of income,
according to the partnership agreement.
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Mexico

Taxes on Sales, Transactions,
Commodities, and Property
14.01 Mercantile Revenue Tax
Mercantile Revenue Tax Law (Ley del Impuesto sobre Ingresos Mercantiles) was in force up to December 31, 1979 and replaced by the
Value Added Tax Law (14.06) as of January 1, 1980.
14.02 Local Taxes on Real Property
The states and the Federal District impose real property taxes. The
tax rates and bases of the tax vary, but, in general, there is a distinction between urban and rural properties. In some cases, taxes are
assessed on the value of agricultural production. Urban property may
be taxed on the basis of appraised values or on annual rentals.
14.03 Production and Export Taxes on Mining
The mining industry is subject to both production and export taxes
levied on the basis of official monthly prices of the various metals or
minerals. Subsidies, generally in the form of reduction of production
and export taxes, are used to encourage mining operations. The granting of subsidies is contingent upon specific requirements, such as
Mexican ownership of the majority interest in the mining enterprise.
In practice, foreign mining investment is limited to a minority interest
(17.02).
14.04 Excise, Import, and Export Taxes on Specific Commodities
Certain industries, such as telephone service; certain activities, such
as mining and gambling (lotteries); and certain commodities, such as
tobacco, alcohol, liquors, beer, and bottled water are subject to special excise taxes in the form of production or consumption taxes and,
in addition, are taxed by the Value Added Tax Law (14.06).
In addition to the excise taxes enumerated above, important sources
of federal revenue are import and export taxes. These taxes not only
constitute a source of revenue, but are also a means of administrative
control over certain phases of the Mexican economy. In many cases,
export taxes are lower on manufactured or processed products than
they are on raw materials, thereby having the effect of developing
Mexican industrialization. Tax incentives are granted for increases
in exports (2 0 6 ) .
Many items require permission for importation in addition to the payment of import taxes. Import permits are subject to approval by the
interested industry association and are generally denied for items
that are produced locally or that will be produced locally in the
near future.
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On the other hand, machinery and equipment for new and necessary
industries may, upon approval, be imported free of tax. Once an industry is established, import duties are generally increased and import permits may become mandatory.
Permission to import and applicability of import duties may also depend upon whether or not the item is imported from a country that is a
member of the Latin American Free Trade Association.
14.05 Documentary Stamp Taxes
This tax was in force up to December 31, 1979 and partially replaced
by the Tax Law on Transfer of Real Property (14.07) as of January
1, 1980.
14.06 Value Added Tax
The value added tax (effective on January 1, 1980) is levied on goods
and services supplied within Mexican territory, the import of goods
and services, and the temporary use of goods.
Rates. The tax will be payable at the rate of 10% on the value of the
aforementioned activities, except when those activities are carried
out by residents of a free zone or frontier area, in which case the rate
will be 6%.
Transfer. The tax must be transferred specifically and listed as a separate item in the related documents issued.
Credit. The tax payable would be the difference between the tax
applicable to the activities previously referred to and that paid to the
suppliers of goods or services.
The credit applies only when the activities are taxable and the related
expenditures are deductible for income tax purposes. Consequently,
those who only carry out exempt activities cannot credit the tax
transferred to them.
Those who carry out both exempt and taxable activities may credit
the tax transferred to them in proportion to those activities.
Exemptions. In general terms, the sale of the following items is
exempt from value added tax: land; homes; food products in their
natural state; machinery and consumables necessary for agriculture,
cattle raising, and fishing; books; newspapers; magazines; documents of credit; and used goods (when sold by individuals).
Exempt activities generally include: professional services; teaching;
services rendered to agricultural, cattle-raising, and fishing activities;
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rental of land and homes; importation of exempt goods; interest paid
to foreigners; and certain others.
Zero Rate. Those who export have the right to credit or to request that
the monthly reimbursement of the tax be transferred to them. The
same treatment applies to those who, for the first time, sold machinery and consumables for agricultural, cattle, or fishing activities.
Tax Returns. The tax is determined on an annual basis; however,
provisional monthly tax payments are required. The payments are
equal to the difference between the tax applicable to the activities
carried out, less the tax paid to the suppliers or to customs officials.
When the monthly tax return shows a credit balance, such balance is
applied against the monthly tax returns for the following months, or
the related reimbursement may be requested upon filing the annual
return.
Payments to Foreigners. Payments to foreigners for commissions,
technical assistance, royalties, etc., are considered as importation of
services and, therefore, those who make such payments must pay the
related tax. However, since these payments are creditable, they do
not represent any cost.
14.07 Tax on Transfer of Real Property
The individuals or corporate entities that acquire property located
within the national territory are subject to the payment of this federal
tax.
The tax rate is 10% and is to be applied to the value of the property
after deducting therefrom ten times the minimum yearly legal salary
for the Federal District. When the transaction involves apartment
buildings (condominiums), such a deduction is allowed for each of
the apartments.
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Employment Taxes
Both employers and employees are required to make contributions
determined by the Social Insurance Laws. These laws provide insurance for disability (whether temporary or permanent), sickness, maternity, old age, death, and 1% for nursery services. Payments are
made on a bimonthly basis. The employee pays a portion through
withholding and the employer pays the remainder of the total contribution, which varies according to the employee's daily salary. The
employer pays the total contribution in regard to the legal minimum
salary (Chapter 20). The contribution is divided into two parts: one
as insurance for nonoccupational illnesses and maternity benefits;
and the other for disability, old age, retirement, and death benefits.
In addition, the employer pays a percentage (5% to 125%) of the total
contribution for disability, old age, retirement, and death benefits,
according to the risk classification of the company. Weekly contributions are shown in the Rate Tables. In practice, the employer's portion
of these taxes is approximately 11% of the payroll. The maximum
salary base for this tax is the equivalent of ten times the legal minimum salary for the Federal District.
A payroll tax for educational purposes is also payable by the employer
at the rate of 1% of the total payments made to employees.
A housing contribution of 5% of salaries is for social-welfare benefits
and housing loans. The maximum salary base for this tax is the equivalent of ten times the legal minimum salary. These payments are
made to the Federal Housing Fund and shall be applied in full toward
the establishment of deposits in favor of the workers.
These amounts can be claimed by an employee if he becomes permanently disabled, retires, or terminates employment before 12 consecutive months. Such reimbursements are free of taxes.
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Inheritance and Gift Taxes
Mexico Has No Federal Estate or Gift Tax. Effective January 1,
1962, the laws taxing inheritances, legacies, and gifts were repealed.
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Foreign Investment Law
17.01 General
Foreign investment is defined as investment in the capital of a Mexican enterprise, in the acquisition of its assets, or in its operations by:
(a) Foreign legal entities;
(b) Foreign individuals;
(c) Foreign economic units without juridical personality, and
(d) Mexican enterprises with a majority of foreign capital, or in which
foreigners have the power to control the management of the
enterprise.
All foreigners are considered Mexican nationals with respect to any
Mexican property they acquire. However, they are subject to the
penalty of losing the property if they invoke protection from their
government.
17.02 Activities in Which Foreign Investment Is
Reserved or Prohibited
Investment in the following areas of activity is reserved to the government and/or Mexicans:
(a) Production and distribution of energy
(b) Communications
(c) Domestic transportation
(d) Other activities determined by specific laws
Activities in which foreign investment is accepted with a maximum
percentage of ownership (as indicated):
(a) Exploitation and use of minerals (14.03). The permission to invest
may not be transferred to other foreign individuals or companies. In
general .foreign investment is allowed up to 49% of capital; in special
areas, 34%.
(b) Secondary petrochemicals: 40%.
(c) Manufacture of parts for automotive vehicles: 40%.
(d) Other activities determined by specific laws or regulations.
In cases where a specific percentage is not required, foreign investment may exceed 49% if the foreign investor does not control the
management of the enterprise.
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The National Commission of Foreign Investment may decide on an
increase or reduction of the above-mentioned percentages and establish conditions for foreign investment in specific cases.
The General Population Law will regulate the status and activities
of immigrants.
Foreign individuals may acquire title to land and waters only with
specific authorization of the Ministry of Foreign Relations.
17.03 Trusts Along Borders and Coastlines
The Ministry of Foreign Relations is empowered to grant permits to
credit institutions to acquire, as fiduciaries, title to real property intended for industrial and tourist activities in a 100-kilometer strip
along the borders or in a 50-kilometer strip along the beaches if the
purpose of the acquisition is to permit beneficiaries the use and
enjoyment of such property without granting property rights to it.
The duration of the trusts shall not exceed 30 years. The fiduciary institution shall always maintain ownership of the property and have
the power to lease it for periods not to exceed 10 years.
17.04 The National Registry of Foreign Investment
This registry is under the Ministry of National Patrimony and Industrial Promotion, and the following shall be registered therein:
(a) Foreign individuals or entities who make investments regulated
by this law
(b) Mexican companies, a share of whose capital is held by foreign
individuals or companies
(c) Trusts in which foreigners participate and whose purpose is to
carry out transactions regulated by this law
(d) Stock certificates owned by foreigners or given as security in
favor of foreigners and the transfers of such certificates
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Transfer of Technology and the Use and
Exploitation of Patents and Trademarks Law
18.01 National Registry of Transfer of Technology
Every contract or agreement effective in the national territory should
be registered if it is carried out or executed with regard to:
(a) The concession to use or authorization to exploit trademarks,
patents, or industrial models and designs
(b) The furnishing of technical know-how
(c) Technical assistance
(d) Services for the management and operation of enterprises
Any agreement or contract mentioned above that has not been registered shall have no legal effect and the payments involved would not
be deductible for tax purposes (7.08.)
18.02 Agreements That Cannot Be Registered
The Ministry of National Patrimony and Industrial Promotion cannot
register any agreements or contracts in such cases as:
(a) When the technology is freely available in the country or the price
is not in line with the technology acquired.
(b) When they impose the obligation to transfer patents or trademarks, to sell exclusively to the supplier of technology, or to use
personnel designated by the supplier of technology.
(c) When they impose limitations on the research, development, production, or setting of prices by the acquirer.
(d) When they require the acquirer to execute exclusive sale or representation contracts with the supplier of technology, or when they
establish an excessive term of duration.
(e) When they prohibit or limit exportations.
18.03 Agreements Not Subject to Registration
The contracts or agreements relating to the following are not required
to be registered:
(a) Entry of foreign technicians into the country to establish factories,
install machinery, or to make repairs
(b) Designs, catalogues, or advisory assistance which are acquired,
together with the related machinery or equipment and are necessary
for its installation, provided no further technical fees are required
(c) Assistance for repairs or emergencies if derived from contracts
previously registered
(d) Technical instruction or training provided by teaching institutions,
training centers, or enterprises
(e) Operations of assembly in-bond plants
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Assembly In-Bond Plants
19.01 General
The assembly in-bond plants are those established under a specific
program approved by the Ministry of National Patrimony and Industrial Promotion to process temporary imports for the purpose of exportation. Generally, all the temporary imports must eventually be
exported; however, special authorization may be obtained to export
only in part.
"Temporary import" means bringing foreign merchandise into the
country for a specific period of time—tax free, that is included in the
authorized program for in-bond plants and will, therefore, be sent out
of the country once processed.
19.02 Program Authorization
A program will generally be authorized where a company has its manufacturing machinery and equipment imported under a temporary
license, and exports all of its production.
19.03 Temporary Imports
Plants will be able to import the following temporarily—tax free:
(a) Raw materials necessary to perform the activities authorized in
the program
(b) Machinery, devices, instruments, or equipment necessary to carry
out the process or to control the quality of the product
(c) Spare parts
(d) Auxiliary material, parts, and pieces to integrate the products
(e) Packing material, containers, labels, working manuals, and
industrial prints
19.04 General Dispositions
The plant can be located anywhere in the Mexican Republic, with the
authorization of the Ministry of National Patrimony and Industrial
Promotion. The entrances and exits to the country by foreign technicians to work in assembly in-bond plants are regulated by the
Ministry of Government.
The Ministry of Finance and Public Credit may authorize the importation (for sale in Mexico) of goods produced by the in-bond plants,
provided an import permit is obtained and the proper import taxes
are paid.
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Legal Minimum Salaries
The following is a list of the legal minimum salaries in various cities
of Mexico, for the year 1980:
City

Daily
Salary

Mexico City (Federal District)
Acapulco
Ciudad Juárez
Chihuahua
Chilpancingo
Coatzacoalcos
Cuernavaca
Guadalajara
Guanajuato
Hermosillo
La Paz
Matamoros
Mazatlán
Mérida
Mexicali
Monterrey
Morelia
Nogales
Oaxaca
Pachuca
Piedras Negras
Puebla
Quéretaro
Ramos Arizpe
Reynosa
Saltillo
San Juan del Rio
San Luis Potosí
Tampico
Tapachula
Tlaxcala
Toluca
Torreón
Veracruz
Villahermosa
Zacatecas

P163
155
160
140
125
165
135
145
125
145
155
160
130
125
180
150
125
155
105
110
140
140
125
110
160
130
105
130
155
125
115
135
135
135
130
110
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Income Tax—Domestic Companies and
Branches of Foreign Companies
Taxable
Income Bracket
(P)
12,000
2,0003,500
3,5005,000
5,0008,000
8,00011,000
11,00014,000
14,00020,000
26,000
20,00026,00032,000
38,000
32,00050,000
38,00050,00062,000
62,00074,000
74,00086,000
86,000- 100,000
100,000150,000
150,000- 200,000
200,000- 300,000
300,000- 400,000
400,000- 500,000
500,000-1,500,000
1,500,000-upward

Tax on
Lower Amount
(P)
None
None
75
165
375
615
885
1,485
2,145
2,925
3,885
6,045
8,325
10,725
13,305
16,455
28,505
41,885
71,525
105,525
143,500
630,000

Rate on
Excess over
Lower Amount

(%)
Exempt
5.00
6.00
7.00
8.00
9.00
10.00
11.00
13.00
16.00
18.00
19.00
20.00
21.50
22.50
24.10
26.76
29.64
34.00
38.00
48.65
42.00

Notes:
When taxable income is P1,500,000 and upward, the tax rate is 42%
of the entire taxable income, as may be determined from the Rate
Table above.
See 3.01 for discussion of the computation of tax in the intermediate
tax bracket of P500,000-P1,500,000 and for reduction in rates for
certain taxpayers.
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Income T a x Annual Global Income of Individuals
Taxable
Income Bracket
(P)
17,500
7,50015,000
15,000- 22,500
22,50036,300
50,000
36,30050,00065,000
65,00080,000
80,00095,000
95,000- 112,500
112,500- 130,000
130,000- 147,500
147,500- 181,200
181,200- 215,000
215,000- 257,500
257,500- 300,000
300,000- 375,000
375,000- 450,000
450,000- 525,000
525,000- 600,000
600,000- 750,000
750,000- 900,000
900,000-1,050,000
1,050,000-1,200,000
1,200,000-1,500,000
1,500,000-1,800,000
1,800,000-upward

62

Tax on
Lower Amount
(P)
None
233
683
1,208
2,312
3,682
5,617
7,912
10,432
13,757
17,345
21,352
29,507
38,363
50,348
63,906
90,306
120,306
152,631
187,356
259,656
335,556
412,956
492,306
653,706
817,506

Rate on
Excess over
Lower Amount

(%)
3.1
6.0
7.0
8.0
10.0
12.9
15.3
16.8
19.0
20.5
22.9
24.2
26.2
28.2
31.9
35.2
40.0
43.1
46.3
48.2
50.6
51.6
52.9
53.8
54.6
55.0
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Special Tax Rates
Rate (%)
Ticket sales and related gross revenues of exhibitors of
entertainment for the public, in a locality for less than a
month. (When an event is not concluded within a month,
tax rates of 5% to 42% are applicable. See 4.02.)

4

Occasional acts of commerce by foreign entities
(4.02 and 5.05)
Construction contracts, as an election (8.02)

5 to 42
3.75

Technical assistance or royalties, when the payments are
from enterprises resident abroad, if the taxpayer elects
not to accumulate the payments

10

Dividends or profits paid by foreign enterprises resident
abroad, provided that the taxpayer receives the dividends
or profits as shareholder or partner and chooses not to
accumulate them

21
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Withholding on Interest Paid
Rate (%)
Interest paid to individuals living abroad, when the loans
are used for public-interest purposes judged by the
Ministry of Finance and Public Credit

21

Interest paid to individuals on bonus, debentures.
mortgages, similar debt obligations, and certificates
of deposits

21

As election into nominative securities procedure

15

Interest paid by persons resident in the country if,
according to the general rules issued by the Ministry of
Finance and Public Credit, the payment is made:
(a) To foreign suppliers for sales of machinery and
equipment which form part of the fixed assets of
the buyer, if the buyer is engaged in activities which
should be promoted

21

(b) To nonresident foreign entities when the borrower
is engaged in activities which should be promoted
and the amount of the credits granted is used in the
public interest

21

(c) To nonresident credit institutions registered with
the Ministry of Finance and Public Credit to carry
out transactions directly from which interest is
derived

21

(d) To foreigners by credit institutions

21

Interest derived from transactions made directly by
nonresident financing entities owned by foreign
governments with enterprises resident in the national
territory

10

Interest derived from transactions made by nonresident
foreign entities, other than those indicated above

42

Interest paid to foreigners by the federal government
is exempt.
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Withholding on Dividends
and Distributed Profits
Rate (%)
Resident or nonresident individuals or entities

21

Resident individuals may elect to accrue dividends (5.03)
and, in this case, are not subject to a withholding tax.
Branches and agencies of foreign enterprises operating in
Mexico (after income tax and employees' profit sharing)

21

Withholding on Other Transactions
Tax withheld on payments to foreigners resident abroad
(enterprises and individuals):
Railroad car rentals

10

Circulation of foreign publications

10

Personal property rentals

21

Reinsurance and insurance premiums ceded abroad,
if the foreign country does not grant reciprocal relief
to Mexican insurers

4

Royalties for the use of patents and certificates of
invention, trademarks and commercial names, as well as
advertising and nonexempt commissions

5 to 42

Royalties for the use of models, blueprints, formulas or
procedures; payments for the use of industrial, commercial, or scientific equipment as well as for technical
assistance or transfer of technology:
Option
• On the taxable income resulting from deducting from
the total revenues the allowable expenses incurred
within the country
• On total gross revenues

5 to 42
21

Financial leases on gross revenues

21

Financial leases on gross revenues, less amount considered as cost of acquisition, when the assets are to be
used in activities which should be promoted

21

Construction contracts

3.75

Occasional acts of commerce

20

Revenue Stamp Taxes at the Source by Resident and
Nonresident Individuals in Lieu of Withholding Taxes
on Income
Livestock raisers on gross sales
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Income Tax Withheld on Employee Earnings
Gross Earnings for
Calendar Month,
Less Legal
Minimum Salary
(P)
1600
6001,200
1,200- 1,800
1,800- 2,900
2,900- 4,000
4,000- 5,200
5,200- 6,400
6,400- 7,600
7,600- 9,000
9,000- 10,400
10,400- 11,800
11,800- 14,500
14,500- 17,200
17,200- 20,600
20,600- 24,000
24,000- 30,000
30,000- 36,000
36,000- 42,000
42,000- 48,000
48,000- 60,000
60,000- 72,000
72,000- 84,000
84,000- 96,000
96,000-120,000
120,000-144,000
144,000-upward

Tax on
Lower Amount
(P)
None
19
55
97
185
295
450
634
836
1,102
1,389
1,710
2,363
3,070
4,029
5,114
7,226
9,626
12,212
14,990
20,774
26,846
33,038
39,386
52,298
65,402

Rate on
Excess over
Lower Amount
(%)
3.1
6.0
7.0
8.0
10.0
12.9
15.3
16.8
19.0
20.5
22.9
24.2
26.2
28.2
31.9
35.2
40.0
43.1
46.3
48.2
50.6
51.6
52.9
53.8
54.6
55.0

Payroll Tax
Paid by employer on monthly payroll

1%

Housing
Paid by employer on bimonthly payroll, maximum salary
for this tax is ten times legal minimum salary

5%
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Social Insurance Contributions
Salary
Group
M
N
0
Q
R
S
T
U
W

Weekly Contributions
Daily Earnings
Employer Employee
(P)
(P)
(P)
0.00- 50.00
50.00- 70.00
70.00- 80.00
80.00-100.00
100.00-130.00
130.00-170.00
170.00-220.00
220.00-280.00
280.00-upward (1)

29.56
39.38
49.23
59.08
75.47
98.44
127.97
164.07
9.375%

11.82
15.75
19.69
23.63
30.19
39.38
51.19
65.63
3.750%

Total
(P)
41.38
55.13
68.92
82.71
105.66
137.82
179.16
229.70
13.125%

Note:
The weekly contributions shown above are for nonoccupational illness and maternity benefits as well as for disability, old age, retirement, and death benefits.
In addition, contributions for occupational illnesses or accidents are
payable by the employer based on a risk factor applied to the total
employer-employee contributions for disability, old age, retirement,
and death benefits as follows:
Salary
Group
M
N
0
Q
R
S
T
U
W

Weekly Contributions
Daily Earnings Base
(P)
(P)
16.56
0.00- 50.00
22.05
50.00- 70.00
Class of Risk
Factor
27.58
70.00- 80.00
1 Ordinary
5%
33.08
80.00-100.00
2. Low
15%
42.27
100.00-130.00
40%
3. Medium
55.13
130.00-170.00
4. High
75%
71.67
170.00-220.00
5. Maximum risk 125%
91.88
220.00-280.00
280.00-upward (1)
5.250%

Day nurseries paid by employer—1% (1)
(1) Up to ten times the minimum salary applicable in the Federal District (163 pesos for 1980)
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Value Added Tax
General rate

10

Special rates
Transactions carried out by residents of the frontier
area or free zones of the country

6

Air transportation, international and to the frontiers
of the country

2.5

Exports

0

First sale of machinery and consumption materials for
the exclusive use of agricultural, cattle-raising, or fishing
activities

0

Exemptions:
Sale of the following items is exempt: land; homes; machinery and
consumption materials for the exclusive use of agricultural, cattleraising, or fishing activities; food products in their natural state;
books; used goods sold by individuals.
Exempt activities include: professional services and teaching; importation of goods, when the sale of such goods in the country is not subject to the tax; interest paid to foreigners; and certain others.

Tax on Transfer of Real Property
Rate (%)
Payable by purchaser

68
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Dividends
Tax credit on a company's income tax for resident individuals who
elect to accrue dividends is as follows:
Company's
Income Tax Rate
(%)
41.5-42.0
40.5-41.5
39.5-40.5
38.5-39.5
37.5-38.5
36.5-37.5
35.5-36.5
34.5-35.5
33.5-34.5
32.5-33.5
31.5-32.5
30.5-31.5
29.5-30.5
28.5-29.5
27.5-28.5
26.5-27.5
25.5-26.5
24.5-25.5
23.5-24.5
21.5-23.5
19.5-21.5
17.5-19.5
15.5-17.5
13.5-15.5
11.5-13.5
8.5-11.5
5.5- 8.5
3.5- 5.5
0.1- 3.5

Percentage To Determine
Individual Tax Credit
(%)
77
74
71
68
65
62
59
57
54
51
49
47
45
42
40
38
36
34
32
30
27
24
21
17
14
11
8
5
2
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Table for Cost Adjustments for Sales
of Property by Individuals
Holding Period
Up to one year
1- 2 years
2- 3 years
3- 4 years
4- 5 years
5- 6 years
6- 7 years
7- 8 years
8- 9 years
9-10 years
10-11 years
11-12 years
12-13 years
13-14 years
14-15 years
15-16 years
16-17 years
17-18 years
18-19 years
19-20 years
20-21 years
21-22 years
22-23 years
23-24 years
24-25 years
25-26 years
26-upward
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Cost Adjustment
Factor
1.00
1.20
1.40
1.56
2.04
2.40
2.80
3.36
3.72
3.96
4.20
4.28
4.35
4.42
4.49
4.56
4.71
5.10
5.30
5.50
5.70
5.90
6.30
6.89
7.03
7.17
7.20
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Financial Leases
Table to compute the amount to be considered
as cost of the assets for the lessee.
Number
of years of
the initial
obligatory
Interest rate of
term of the Up to 11 13 15 17 19 21 23 25 27
29
agreement
10 12 14 16 18 2 0 22 24 2 6 2 8 or more
Percentage to be considered as cost of acquisition:
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17
18
19
20
21-25
26-30
More than 30

91
87
83
79
76
73
70
67
64
62
59
57
55
53
51
49
47
46
44
43
39
33
28

89
85
80
76
72
69
65
62
59
56
54
52
49
47
45
44
42
40
39
37
34
29
23
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88
83
77
73
69
65
61
58
55
52
50
47
45
43
41
39
37
36
34
33
30
25
20

86
81
75
70
65
61
58
54
51
48
46
43
41
39
37
35
34
32
31
30
27
22
18

85
79
72
67
63
58
54
51
48
45
42
40
38
36
34
32
31
29
28
27
24
20
16

83
76
70
65
60
55
52
48
45
42
39
37
35
33
32
30
28
27
25
24
22
18
14

82
74
68
62
57
53
49
45
42
39
37
34
32
30
29
27
26
24
23
22
20
16
13

81
73
66
60
55
50
46
43
40
37
34
32
30
28
27
25
24
23
22
20
18
15
12

79
71
64
58
53
48
44
40
37
35
32
30
28
26
25
23
22
21
20
19
17
14
11

78
69
62
56
51
46
42
38
35
33
30
28
26
25
23
22
21
19
19
18
16
13
10

76
67
60
54
49
44
39
36
33
31
28
26
25
23
22
20
19
18
17
16
14
12
09
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Depreciation Rates
(Selected items only)
Maximum
Straight-Line
Rate
Buildings and structures

3

Intangible assets and deferred charges

5

Preoperating expenses

10

Machinery and equipment—industry rates:
Shipping transportation companies
Railroad, bus, and trucking transportation
companies
Airline companies
Production and transmission of electrical energy
Nuclear power facilities
Grinding of grains, sugar, and vegetable oil products
Production of metal obtained in the first process,
tobacco, and byproducts of natural coal
Natural oil and gas production
Manufacturing and processing in general
Agriculture, farming, livestock raising
Aircraft construction
Radio and television broadcasting

5
12
16
3
10
5
6
7
7 to 11
11 to 25
12
16

Machinery and equipment—general rates:
Railroads and ships (except for railroad and
shipping transportation companies)
Airplanes (except for airline companies)
Motor vehicles (except for companies
transporting freight and passengers):
Buses
Trucks, trailers, automobiles, and tractors
Office equipment
Other machinery and equipment, unless particular
rates are set for the industry
Equipment to prevent and control environmental
pollution

6
17

11
20
10
10
35

Depreciation rates applicable to professional and
other self-employed persons:
Buildings and structures
Intangible assets and deferred charges
Motor vehicles
Machinery and equipment
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Specimen Computation—Global Income
Tax of a Resident Company
Note
No.
Net income for the year, per books
Add—Nondeductible items:
Provision for income tax
Employees' profit sharing
Provision for doubtful accounts, in excess
of uncollectable balances charged off
Provision for depreciation, in excess of
amount allowable
Provision for loss on investments
Increases in allowance for inventory losses
Increase in accrual for indemnities
Income tax on salaries
Expenses lacking fiscal requirements:
Unsubstantiated travel expenses on which
income tax was not withheld
Unauthorized donations
Payments on which income tax was not

1

P2,895,000

2
3

2,675,000
430,000

4

69,000

5
6
7
8
9

40,000
17,000
142,000
125,000
7,000

9
10

3,000
4,000

withheld

11

9,000

Improper invoices, fines, and surcharges

11

8,000

Total additions

3,529,000

Total

6,424,000

Deduct:
Dividends from Mexican business entities

12

38,000

Decrease in accrued estimated expenses

13

20,000

Total

58.000

Taxable income

P6,366,000

Federal income tax (Rate Tables)
Notes:

P2,673,720

1. Net income for the year after provision for income tax and profitsharing payments to employees, but before the appropriation of the
statutory reserve which is a charge to retained earnings.
2. Income tax is not deductible in the computation of taxable income.
(continued)
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(continued)

3. Profit-sharing payments to employees are not deductible (7.18).
4. Only proved losses are deductible (7.04).
5. Depreciation in excess of amounts allowable is not deductible
(7.02 and Appendix B).
6. Provision for anticipated losses is not deductible (7.19).
7. Without prior approval of the Ministry of Finance and Public
Credit, provisions to reduce inventories to market value and provisions for obsolescence are not deductible (6.06).
8. Accruals for indemnities payable under the Federal Labor Law
(7.17) are not deductible. Indemnities are deductible in the year of
actual payment.
9. Certain travel expenses (7.19) are considered income to the individua Land income tax on salaries must be withheld and paid on these
expenses if they are to be deductible by the company. Income tax
borne by the company on salaries is not deductible, as the tax is
imposed on the individual.
10. Donations made to other than authorized agencies (7.12) are not
deductible.
11. Nondeductibles (7.19) include payments to persons not registered for tax purposes on which taxes have not been withheld. These
transactions are usually minor in individual amounts or occur in rural
areas where business is not transacted on a very formal basis. Fines
and surcharges are not deductible.
12. Dividends received by a Mexican company from other Mexican
companies are not accumulated in income subject to tax. As a general
rule, taxes withheld on domestic and foreign dividends may be
credited on the income tax liability, computed at Note 14 below (5.03,
6.03, and 11.02).
13. Deductions for estimated expenses are allowable only if the payee
and the amount are determinable by the date of filing the tax return
(7.01). Otherwise, such expenses are deductible in the year in which
paid.
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Specimen Computation—Global Income
Tax of a Resident Individual
Computation of Taxable Income:
Gross Income
Salary
Christmas bonus
Vacation premium
Profit sharing
Total gross income
Deductions and Exemptions
Annual legal minimum salary
Christmas bonus—one-month legal minimum salary
Medical expenses
Contributions
Total deductions and exemptions
Taxable Income
Global Income Tax (Rate Tables)
Less income tax withheld by the employer
Balance due to the taxpayer. The payment or
compensation of the balance must be requested
in a special form.
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P360,000
18,000
3,750
18,250
400,000
59,495
4,890
4,000
1,000
69,385
P330,615
P 74,683
79,855

P

5,172
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Taxes on Representative Earned Incomes
(Salaries)
Annual
Gross
Income
(P)
100,000

120,000
200,000
300,000
400,000
500,000
800,000

1,000,000
1,300,000
1,500,000
1,700,000
2,000,000

2,500,000
3,000,000

Deductions
and
Exemptions
(P)
69,385
69,385
69,385
69,385
69,385
69,385
69,385
69,385
69,385
69,385
69,385
69,385
69,385
69,385

Taxable
Income
(P)
30,615
50,615
130,615
230,615
330,615
430,615
730,615
930,615
1,230,615
1,430,615
1,630,615
1,930,615
2,430,615
2,930,615

Annual
Income
Tax
(P)
1,857
3,761
17,486
42,766
74,683
112,552
250,312
351,353
508,777
616,377
725,022
889,344
1,164,344
1,439,344

There is no difference between single or married individuals, and no
effect whether or not they have children.
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